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EVERYTHING SET FOR DETROIT CONVENTION; 
BETWEEN 700 AND 800 EXPECTED TO ATTEND 





TENTATIVE PROGRAM 
(Revised as of September 23, 1939) 
26th Annual Convention 


MORTGAGE BANKERS ASSOCIATION 
OF AMERICA 


Hotel Statler -- Detroit -- October 4-5-6 


October 3, 1939 (Tuesday) 
10:00 a.m.—Meeting of the Executive Committee 
2:00 p.m.—Meeting of the Board of Governors 
6:30 p.m.—Annual Board of Governors Dinner 


October 4, 1939 (Wednesday) GENERAL CONVENTION SESSION 


10:00 a.m.—Call to Order—S. M. Waters, President, Mortgage 
Bankers Association of America 
10:05 a.m.—Invocation: Rev. B. W. Pullinger, Rector, Grace Epis- 
copal Church, Detroit 
10:10 _—Greetings from the Mayor of the City of Detroit, Hon. 
Richard Reading 
Greetings from the Detroit Mortgage Bankers Associa- 
tion by Walter J. L. Ray, President 
10:25 a.m.—“Highlights of the Convention” by Charles H. Sill, 
Detroit Convention Chairman 
10:30 a.m.—Address-—W. J. Cameron, Vice President, Ford Motor 
Company 
Subject: “A Survey of the Future” 
11:00 _—Address—Dr. William G. Murray, Professor of Agricul- 
tural Economics, Iowa State College, Ames, Iowa 
Subject: “What Influence Will the Present European 
Conflict Have on American Farm Values?” 





(Continued on next page) 








troit Convention! The program has 

been completed, the entertainment 
features have been arranged and mem- 
bers of the Detroit Mortgage Bankers 
Association are waiting until MBA 
members arrive to begin what your 
Association officers feel will be one of 
the most constructive annual meetings 
our group has ever held. 

From present indications it appears 
that from 700 to 800 will attend. 
Based upon this figure, it will no doubt 
be the largest Convention of our own 
members ever held, since this year at- 
tendance is limited to members only 
and invited guests. 

One particularly interesting point is 
the large number of insurance company 
executives who has already made reser- 
vations. Never in the past has such a 
large advance reservation been made by 
institutional investors. 

“I particularly urge every MBA 
member to attend the Convention this 
year,” President S$. M. Waters declared. 
“I think the subjects that have been 
selected for addresses and discussion 
this year are among the most important 
that mortgage lenders and investors are 
concerned with today. I think that we 
are getting down to the basic essentials 
of mortgage lending in the topics to 
come before the meeting this year.” 

As has been pointed out previously, 
the Convention this year is almost ex- 
clusively a mortgage man’s meeting. 
One of the most interesting meetings 
will be addressed by the Presidential 
nominee, Byron T. Shutz, and is the 
special breakfast for local association 
officers and members. Mr. Shutz wishes 
to emphasize that this meeting is for all 
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TENTATIVE PROGRAM 
(Continued ) 
Address—-Wallace W. True, The Equitable Life Assur 
ance Society of the United States 
Subject: “Life Insurance Investment in Industrial and 
Special Purpose Properties” 
LUNCHEON MEETINGS 
Insurance Company Correspondents Group—Byron 
T. Shutz, Chairman 
Speaker: Grant Torrance, Treasurer, Business 
Men's Assurance Company, Kansas City 
Subject: “Improving the Relationship Between 
Insurance Companies and Their Correspon 
dents” 
General Discussion—Life Insurance Company 
Representatives and Their Correspondents 
Bank and Trust Company Group-—Frank J. Mills, 
Chairman 
Speaker: Raymond M. Foley, Michigan State 
Director of FHA 
Subject: “Opportunities for Lenders in the 
FHA Program” 
Annual Stag Dinner— Book Cadillac Hotel 


October 5, 1939 (Thursday) 


Breakfast and Meeting for Members of Local Associa 
tions and Others Interested. Charles A. Mullenix, Chair 
man 
Speaker: Byron T. Shutz, Executive Vice Presi 
dent, Herbert V. Jones & Co., Kansas City, 
Mo. 
Subject: “How Can We Establish a Closer Re 
lationship Between Local Chapters and the 
National Body?” 


GENERAL CONVENTION SESSION 


Call to Order-—L. A. McLean 
Annual Presidential Address—S. M. Waters 
Business session. (Election of Officers) 
Address—George W. Drennan, President, Drennan & 
Sill, Inc., Detroit 
Subject: “Twentieth Century Transportation and Its 
Effect on Real Estate Values” 
LUNCHEON MEETINGS 
FHA Group—Guy T. O. Hollyday, Chairman 
Speaker: John M. Daiger, Assistant to the Ad- 
ministrator of FHA 
Subject: “Fact and Fiction in 
Finance” 
Bank and Trust Company Group—Frank J. Mills, 
Chairman 
Speaker: Joseph M. Dodge, President, The 
Detroit Bank 
Subject: “Mortgage Lending and Banking” 
Golf Tournament-——Birmingham Golf Club 
Dinner Dance—Grand Ballroom, Hotel Statler 


(Continued on next page) 
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REVISED PROGRAM HAS 
SEVERAL ADDITIONS 


The Tentative Program for the De- 
troit Convention is reprinted in this 
issue—revised. There are a number of 
changes. Mr. Atwood has changed his 
address from “Lessons of the Depres- 
sion, Economic and Otherwise” to “The 
Mortgage Business in a Troubled 
World: Opportunities and Resnonsi 
bilities”. Mr. Bingham’s address now is 
“Proposed Uniform Mortgage and Fore 
closure Acts—-What and Why”. 

In addition, members will note that 
three distinguished speakers will join 
with Mr. Bingham in an open forum 
discussion of his subject. 

Horace Russell is general counsel of 
the United States Building and Loan 
League and one of the best informed 
authorities in the country on the subject 
of mortgage and foreclosure legislation. 

Abner Ferguson is general counsel of 
the FHA and Col. Harold Lee holds the 
same position with the Federal Home 
Loan Bank Board. The latter spoke not 
long ago at one of our Board of Gover 
nors meetings. 

In addition, Dr. Murray’s address has 
been added for the first day and Mr 
Torrance’s talk at the Insurance Com 
pany Correspondents luncheon. 

Mr. Dodge who was originally sched 
uled to speak at the Bank and Trust 
Company meeting Wednesday will 
speak Friday instead. He and Mr. Foley 
change places on the program. 

The correct title of Mr. Daiger’s 
address is “Fact and Fiction in Mortgage 
Finance.” 


DR. MURRAY SPEAKS ON 
WAR EFFECTS ON FARMS 


As announced in our last issue, one of 
the highlights of the opening general 
session will be the address of Dr. Wil 
liam G. Murray, professor of agricul 
tural economics at Iowa State College 
of Agriculture and Mechanics Art at 
Ames, Iowa, speaking on “What In 
fluence Will the Present European Con 
flict Have on American Farm Values?” 

Dr. Murray is a graduate of Coe Col 
lege, took a MS degree at Harvard and 
his doctor's degree at the University of 
Minnesota. During 1935 and 1936 he 
served as Chief Economist of the Farm 
Credit Administration. He is vice presi 
dent of the American Society of Farm 
Managers and Rural Appraisers. He 
has done considerable land valuation 
work for the FCA and various insurance 
companies. 
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CORRESPONDENTS WILL 
HEAR GRANT TORRANCE 


Inasmuch as the majority of MBA 
members at the present time are city 
mortgage men and most of them repre 
sent some life insurance company or in 
stitutional investor, the question of how 
the relationship between these com 
panies and their correspondents can be 
improved is one of the greatest interest. 
The relationship between correspondent 
and life insurance company has changed 
somewhat in recent years because of 
changing conditions. 








GRANT TORRANCE 


At the Detroit Convention a princi- 
pal place on the program has been given 
over to a discussion of this subject. 
Grant Torrance, treasurer of the Busi- 
ness Men’s Assurance Company of 
Kansas City, will be the principal 
speaker and his subject is “Improving 
the Relationship Between Insurance 
Companies and Their Correspondents”. 
This is scheduled for the Insurance 
Company Correspondents luncheon 
meeting on Wednesday. 


Mr. Torrance has had a well-rounded 
experience in this field. He went to 
Washington University in St. Louis, 
graduating in 1928 and later to the Har- 
vard University School of Business Ad- 
ministration. He was formerly with the 
predecessor firm of Mackubin, Legg and 
Company of Baltimore in its investment 
department. 


He started with the Business Men’s 
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October 5, 1939 


October 6, 1939 





1:00-4:00 P.M.—Luncheon and Bridge Party 


TENTATIVE PROGRAM 


(Continued) 


October 6, 1939 (Friday) GENERAL CONVENTION SESSION 


Call to Order, President Waters 

Address—Albert W. Atwood, Washington, D. C. 

Subject: “The Mortgage Banker in a Troubled World 
Opportunities and Responsibilities” 

Conference to discuss a uniform mortgage and fore 
closure law, James E. Rhodes, II, The Travelers In 
surance Company, presiding 

Address: “Proposed Uniform Mortgage and Foreclosure 
Acts—What and Why” 

Speaker: Robert F. Bingham, Cleveland, Vice Chairman 
and Director of the Real Property Law Division of the 
Real Property Probate and Trust Law Section of the 
American Bar Association 

At the conclusion of Mr. Bingham’s address the fol 
lowing will elaborate further 
the subject 


on various divisions of 


“Redemption Period” by 
Horace Russell, General Counsel, U. S. 
Loan League 


Building and 


“Cost of Foreclosure” by 

Abner Ferguson, General Counsel, Federal Housing Ad 
ministration 
“Time Actually Taken by the Procedure” by 

Col. Harold Lee, General Counsel, Federal Home Loan 
Bank Board 

“Advantage of Uniform Mortgage and Foreclosure Act 
to Investors” by James E. Rhodes, II 

Closing Remarks—S. M. Waters 

Meeting for 1939-1940 Board of Governors 

Annual Banquet and Ball—Hotel Statler 
Walter J. L. Ray, Toastmaster 


ENTERTAINMENT PROGRAM FOR LADIES 


October 4, 1939— (Wednesday) 

11:30 A.M.—Luncheon and Fashion Show—J. L. Hudson Company. 
2:00 P.M.—Boat Trip—Detroit Yacht Club, R. Oakman’s “Mamie-O”. 
4:00 P.M.—Tea on board “Mamie-O”. 

7:00 P.M.—Dinner—Detroit Yacht Club. 

9:00 P.M.—Movies—Michigan Theatre. 


Open House, Hotel Statler. 


(Thursday) 


10:00 A.M.-4:00 P.M.—Greenfield Village. 
1:00 P.M.—Luncheon 


Dearborn Inn, Tour of Village. 


(Friday) 
Grosse Pointe Yacht Club. 





treasurer. 





He is a member of the Real 


Assurance Company as a division super- 
visor in the sales department. From early 
1935 to 1937 he was assistant to the 
treasurer of the Company, then assistant 
treasurer and this year was named 


Estate Board and Chamber of Com- 
merce in Kansas City and the Finan- 
cial Section of the American Life 
Convention. 
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WHAT SHOULD BE THE METHOD OF COMPENSATION 
FOR PROCURING AND SERVICING LOANS? 


An Examination of This Timely Subject in the Light of Conditions of Today 


lowering of interest 


HE general 


rates has accentuated the problem of 


correspondent compensation. It re 
mains one of the most perplexing ques- 
tions confronting the mortgage investor 
as well as the correspondent himself. 
Competition for new business is keener 
than ever before, and in some instances 
has resulted in the deplorable practice of 
“raiding portfolios”. From the life insur 
ance company standpoint the first invest 
ment consideration is safety of principal, 
and the second is adequate return. In 
terest rates have come down, but the 
company’s desire to earn with safety as 
much as possible on its invested dollars 
remains as strong, or perhaps stronger, 
than ever before. Squeezed between 
these two opposing forces in the mort 
gage investment field, is the mortgage 
broker's compensation. Mortgages must 
be secured through offices located in the 
loan territory, whether they be branch 
offices or loan correspondents, and in 
either case adequate remuneration for 
those employed is essential. The corre 
spondent must be given a rate of interest 
and other terms which will enable him 
to compete in his territory for the par- 
ticular type of loan desired. If the pay 
ment for the correspondent’s services is 
not sufficient, the investor cannot hope 
to secure the services of competent indi- 
viduals, and he hence cannot compete 
satisfactorily nor secure the proper type 
of mortgage loans. 

There are three general methods of 
payment—a salaried representative, a 
service fee or commission, and a partici- 
pation in the interest rate. For the pur- 
poses of this article we will only take up 
the latter two. By service fee I mean a 
cash sum paid either by the borrower or 
by the ultimate investor, or in some cases 
where paid by the borrower, a commis- 
sion mortgage is given therefor. By a 
participation in interest rate, I mean a 
definite percentage of the contractual 
rate of interest to be paid only when, as, 
and if collected. Each loan or group of 
loans must be considered from a number 
of angles before the question proposed 
in the title of this article can be an- 
swered. These factors are: first, the 
amount of the loan; second, the rate of 
interest; third, the term and probable 
life of the loan; fourth, the expense in- 
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By J. V. ABRAHAMS 


volved in originating and servicing the 


loan; and fifth, the general competitive 


conditions in the particular area. 


It is possible to use either or both of 


the two methods of compensation, but it 
has been our experience that a combina- 
tion of the two produces the most satis- 
factory results. 

If the loan is large a normal partici- 
pation in the interest affords the corre- 
spondent a good return in actual dollars, 
and the need for a service fee is reduced 
or eliminated altogether. If the fee or 





HE author of this article 

does not ask the question and 
then leave the answer hanging 
in the midst of all kinds of 
generalizations but tells you 
exactly his opinion gained from 
a long experience in real estate 
and mortgage lending. His con- 
tribution is particularly timely 
because we imagine that this 
subject will come in for a good 
deal of discussion at the Detroit 
Convention. Mr. Abrahams is 
Vational Secretary of The Secur- 
ity Benefit Association of 
Topeka, Kansas, members of 
VBA. He has held this position 
for the past 15 years. He is a 
director of the Central National 
Bank, The Central Trust Com- 
pany, the Capitol Federal Sav- 
ings and Loan Association and 
the Topeka Title & Bond Com- 
pany, all of Topeka. 





commission is to be paid by the borrow- 
er, it is not his natural inclination to pay 
a sum based on the loan dollars in- 
volved, as it often appears out of pro- 
portion to him and is, perhaps, in many 
instances. 

The rate of interest is an important 
factor, bearing in mind that each insti- 
tutional investor usually has a minimum 
net return requirement. If the gross or 
base rate closely approaches this mini- 
mum, the participation must be nar- 
rowed or eliminated and the compensa- 
tion derived largely through the medium 
of a service fee or commission. 

The term and probable life are other 
determining factors. A long term loan 


causes a greater need for the participa- 
tion plan, as an initial commission will 
not usually afford enough dollar income 
to pay the correspondent for adequately 
servicing a long lived loan, which is be- 
coming popular due to the advent of the 
Federal Housing Administration in the 
home loan field. 

Naturally the correspondent must re- 
ceive sufficient remuneration for his 
actual expenditures in originating and 
servicing the loan, plus a reward for his 
efforts and success, in the form of a rea- 
sonable profit. A monthly payment loan, 
particularly when additional sums are 
collected and held in escrow to be used 
in the discharge of taxes and insurance 
premiums, is very costly to handle as to 
collections, bookkeeping, and remitting 
to the investor. On the other hand, the 
average five-year semi-annual payment 
loan presents no particular problem from 
the expense standpoint. In between these 
two types the various classes and kinds 
of loans present their individual prob 
lems. 

The particular loan area is often the 
important consideration. Does a lender's 
market or a borrower's market exist? 
What is the normal attitude toward the 
payment of cash commissions by the bor- 
rowers? Is there a large or limited vol- 
ume of paper available? All institutional 
investors know from their own experi: 
ence that a plan which may be satisfac: 
tory in one area may be a complete fail- 
ure in another. 

I feel that Federal Housing Adminis- 
tration loans are worthy of mention 
separately and apart from all other types 
and kinds because of their growing pop: 
ularity with all classes of institutional 
investors. I believe the sale of these 
loans today represents an ideal combina: 
tion of the two types of correspondent 
compensation. The initial service charge, 
if paid by the borrower, compensates the 
correspondent for originating the loan. 
If this charge is not realized, the broker 
usually is able to market the loan above 
par and receive a bonus or premium of 
approximately $20 or more per thou: 
sand, which amounts to the same thing. 
In some cases both a commission and 
premium can be utilized by the broker, 
thus giving him a greater return. If the 


(Continued on page 5, column 1) 
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latter procedure is followed, what might 
be termed a service fee is paid by the in- 
vestor immediately, but can usually be 
amortized by him during the life of the 
loan. On the Federal Housing Adminis- 
tration loans a participation of from one 
half to three-quarters of one percent is 
usually realized by the broker as com 
pensation for the comparatively expen 
sive procedure necessary for proper 
servicing. I sometimes question the 
soundness of this practice—does not the 
broker realize too much return during 
the early life of the loan and too little 
during the later years? This tendency is 
bad, because in the optimism about the 
volume of future business the tendency 
on the part of the correspondent not to 
set up adequate reserves for future serv 
icing may creep in. Might not the corre- 
spondent’s interest in the loan wane in 
later years when the actual dollars in 
participation shrink? To carry this 
thought to its logical, but perhaps pessi- 
mistic conclusion, the investor may have 
to replace his servicing agent and pay 
the new servicor an amount which will 
be out of proportion to his return on 
the loan. I think this problem can be 
solved by payment by the investor of a 
flat monthly fee to the correspondent. 
The amount to be paid would be less 
than a normal interest participation dur- 
ing the early years of a loan and more 
during the latter years. 
“Workout” Loans Prove 
Expensive to Handle 

No doubt each institution has on its 
books a few loans which have been in 
existence a long time, and which, due to 
a general depression in values, are not as 
secure as at the date of their origination, 
but which, due to peculiar circum- 
stances, should not be foreclosed. We 
term such cases “workouts”, and the ex- 
pense incidental to their servicing is 
usually out of proportion to the dollars 
received as interest. In cases of this kind 
we attempt to reimburse our correspond- 
ents for the work involved, but no two 
cases are alike and the service payment 
on each, if one is in order, is based on 
the individual case. I do not mean that 
every delinquent loan comes within this 
classification, but only a few of the com- 
paratively “old timers”, which in many 
instances are serviced by correspondents 
who were not responsible for, nor had 
anything to do with their origination. 
_ Naturally, we are concerned about the 
future. A mortgage loan, to be satisfac- 
tory, must at all times have competent 
supervision, and, with the increasing 
popularity of long term loans, this prob- 
lem becomes more acute. If the investor 
retains the privilege of revoking the 


JUST WHO IS HELPED BY 
LOW MORTGAGE RATES? 


By PHILIP KNISKERN 


The biggest danger in low interest 
rates is that the supply of mortgage 
money will disappear and there will be 
little or no money for construction loans. 
Such a statement may sound highly ridi 
culous in the face of the premiums now 
being paid by some investors for the 
new FHA 4!s, but the warning straws 
are in the wind. Some of our great 
sources of mortgage money, many of 
whom were large buyers of FHA §s, are 
not taking the 44s. 

It is all very well to say that interest 
rates should be 24%, 3 or 3% percent. 
But it is something else again to interest 
investment capital in mortgages at that 
return. If we dry up the available mort- 
gage money, We just about put a stop 
to all home building and home sales. 
Therefore, it is essential that we ascer 
tain first how low interest rates can be set 
and still remain attractive to investors. 

It must be borne in mind that the 
yield of United States bonds is the yard- 
stick for investments. Mortgages are in 
competition with those bonds and with 
all other investment media. If we are to 
have the investor show a preference for 
mortgages we must give him a sufh- 
ciently higher return than he can obtain 
from high-grade bonds to attract him 
and induce him to undertake the prob- 
lems involved in mortgage investment. 

Government bonds are free from in- 
come tax, mortgages are not, and 
furthermore, in many states, mortgages 
as personal property are subject to a 
further tax; in Pennsylvania it is eight 
mills or eight-tenths of 1 percent. All 
of this, too, must come out of the 
interest. 

Now let us take the 4/2 percent inter- 
est from a mortgage, deduct the cost of 
setting up the necessary records, the 
cost of servicing and supervision, the in- 
come taxes payable and finally the mill 


tax. At a maximum there is little, if any, 
more than three percent net interest be 
fore providing for the personal property 
or mill tax. 

There is little, if any, inducement in 
the differential between this net interest 
and the yield upon high-grade bonds to 
attract investors to mortgages, with the 
inherent problems of managing mort 
gage investments and their lack of 
liquidity. 

Our largest and most continuous 
sources of mortgage money in this coun 
try are the life insurance companies, sav 
ings banks and savings and loan asso 
ciations. Far from being “economic 
royalists,” these great institutions are 
you and I—where you and I and the 
other fellow each puts his five cents’ 
worth of savings to make a total of a 
thousand dollars to be lent to build 
America. 

Low interest and yield have elimin- 
ated virtually all second and junior 
mortgage money, and if the present 
trend continues will eliminate first mort 
gage money, I fear. 

We must remember that capital is 
worthy of its hire; that capital, like 
labor, must be paid a fair return; that 
unless it does receive a fair return it, 
like labor, will go on strike. 

There is a matter of equity in this 
question of interest rates on mortgages 
which is overlooked by many, including 
the politicians. I presume the average 
savings account and life insurance in- 
vestment of the country at large is 
somewhere around $500, and that the 
average home mortgage is between 
$3,000 and $4,000. If my averages are 
correct, and they are not far wrong, 
there are six or eight persons seriously 
injured whenever one person is helped 
by reducing the interest on his mortgage. 





participation in interest and assuming or 
transferring the servicing of these loans, 
it is perhaps to his advantage if this 
privilege is not abused. If the assump- 
tion or transfer of supervision became 
necessary, the participation would ac- 
crue to the investor or to the new ser- 
vicor, as the case might be, and the effect 
on the net rate of interest would be 
slight. This is of particular importance 
to a life insurance company because its 
entire business is based upon the earning 
of a required rate of interest. 


Where a service fee or commission is 
employed, payable upon origination of 
the loan either by the borrower or the 
investor, and the participation device is 
not used, adequate reserves for future 
servicing must be set up by the corre- 
spondent. Failure to do so can easily 
mean future downfall. Our company 
greatly prefers a participation interest 
rate to a cash commission because of this 
very fact. Also, we dislike the use of a 
commission mortgage because we feel it 

(Continued on page 8) 
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A RETROSPECTIVE VIEW OF THE MORTGAGE BUSINESS 
AND SOME RECOMMENDATIONS FOR THE FUTURE 


Amortized Loans and Scientific Appraisals Essential, Says This Agency 


HAT has happened to mortgages 
W svrins recent years of depression 
and recovery? For one thing, the 
total farm and home mortgage debt, 
through foreclosure, repayment or re 
financing, has shrunk more than 18 pei 
cent to about 25 billion dollars 
The weeding out of many weak debt 
ors by foreclosure, the rescue of others by 
refinancing, and the strengthening of 
others through the business revival of 
has apparently ended the crisis 
in farm mortgages. There was also great 


1933-37 


improvement in 1933-37 in the home 
mortgage situation; but many home 
mortgage debtors were still in very bad 
shape even at the crest of the business 
revival 

Some idea of the extent of govern 
mental refinancing can be gained from 
the fact that the federal government has 
emerged as the holder of more than a 
third of all the nation’s farm mortgages, 
and nearly one-sixth of the urban home 
mortgages. In addition to the aid extend 
ed by federal agencies, twenty-two states 
passed moratorium laws to delay fore 
closure sales and otherwise protect large 
numbers of farm and home owners. It is 
estimated that about 5 billion dollars of 
the total mortgage debt was refinanced 
under the various federal credit agencies; 
and a large proportion of the 20 billion 
dollars in farm and home mortgages is 
still covered by the state moratorium 
laws. 

Large-scale measures were necessary 
because of the size of the problem. Ruin 
ous farm prices and heavy income losses 
of home owners had thrown between a 
third and a half of the total mortgage 
debt of the country into default by 1933 
At its peak in 1928, the farm part of 
the mortgage debt totalled about 9.5 bil 
lion dollars, yet even then about 60 per 
cent of the nation’s farms were free of 
debt. Farm mortgage debt fell to 7.7 
billion dollars by 1935, and the shrinkage 
continued through 1936. It is estimated 
that foreclosure and other forced sales 
caused change of ownership of about 
1.87 percent of all farms in the United 
States in 1931, of 2.84 in 1932, and of 
3.88 in 1933. The 1928-29 average had 
been only 1.7 percent. 

In the urban home portion of the 
mortgage debt, it is estimated that the 
total rose from 13.2 billion dollars in 
1925 up to about 21.2 billion dollars in 
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1930; then dropped to about 17.1 billion 
dollars in 1936. Abouz half the residen 
tial property of the country was unmort 
gaged in early 1934. Out of the half 
that was mortgaged, about one-fifth was 
so lightly mortgaged that the owner’s 
hold was secure; about one-tenth be 
longed to owners who were apparently 
head over heels in debt. Owners of the 
remaining fifth had a substantial equity 
(15 to 50 percent), but many were not 
out of danger 





HIS is a resume of a study 

made by the Committee on 
Debt Readjustment of the 
Twentieth Century Fund, an in- 
dependent research body set up 
by Edward A. Filene in 1919. It 
is part of a much broader inves- 
tigation concerned with all 
debts. The Twentieth Century 
Fund is headed by John H. 
Fahey as president, and the 
Committee making this study 
were Stillman F. Westbrook, 
Vice President of the Aetna Life 
Insurance Company and Fred- 
erick L. Ackerman, technical 
director of the New York Hous- 
ing Authority. 





After making a study of mortgage 
difficulties, the Committee has pointed 
out two major causes of trouble. The first 
and more important applies not only to 
mortgages but to all forms of debt. It is 
simply that too many debt contracts are 
drawn up without any real relation to 
the debtor's ability to pay or to the earn- 
ing power and probable life of the under- 
lying assets. Most pre-depression mort- 
gages, for instance, ran for only short 
terms. A large proportion of them ran 
for one year or less and the bulk for less 
than five years. Debtors cheerfully 
agreed to pay in full on a date that could 
not possib'y be justified by any foresee- 
able income, and creditors cheerfully 
accepted the promise. This financial 
shadow-boxing was made possible be- 
cause both sides silently assumed that 
when the debt matured it would prob- 
ably be renewed or refinanced. So long as 
interest payments were being met, why 
should any one worry? 

Depression turned this comfortable 
arrangement into a crisis. The crisis was 


the more acute because many debtors 
had greatly overextended themselves 
Pressure on all sections of the national 
economy was so great that creditors de- 
manded the letter of their contracts. 
They had a legal right to exact payment 
in full or else bring about foreclosure 
and sale. It was at this point that many 
states stepped in with moratorium laws 
to prevent such forced sales. 

The Committee deplores the pretense 
of debtors and creditors that semi-perma 
nent investments will be paid off in a few 
days or months. On the other hand, the 
Committee points out that many debtors 

particularly railways and owners of 
real estate—show an unhealthy tendency 
to assume that their debts can safely run 
forever without reduction. The Commit 
tee feels that such a policy is apt to lead 
to disaster if, as may ordinarily be ex- 
pected, the value of the property and 
prospects of future income from which 
to pay debts eventually decline. Build 
ings, equipment, etc., are subject to de- 
preciation and obsolescence, and even a 
strong business cannot safely count on 
having perpetual earning power. Sum 
ming up its position the Cemmittee 
recommends: 

Most debts, therefore, should provide 
for systematic reduction of principal over 
the term of the debt. which should be 
strictly limited to the life of the underly 
ing asset. The example of the federal 
mortgage-lending agencies on this point 
has been excellent. All their mortgages 
are “fully amortized”; that is, they pro- 
vide a systematic plan for retirement of 
the debt by instalment payments. This 
example is being widely followed by 
other mortgage lenders, and deserves still 
wider application in the mortgage and 
other fields. 

The other major difficulty pointed 
out by the Committee has to do with 
appraisals. The Committee found that 
appraisals of property accepted as secur- 
ity for debts have often been over-gen- 
erous, either through bias because of 
financial interest on the part of the ap- 
praisers (such as mortgage companies) or 
through over-optimism. On this point 
the Committee says: 

Appraisal of assets underlying debts 
should be made more systematic and ob 
jective. 

The Committee urges that appraisal 

(Continued on page 7) 
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SEE YOU IN DETROIT 


The Convention is only a few days 
away. Did you read the revised program 
in this issue? It’s certainly one of the 
best we've had in many years. For one 
thing, we believe it is more typically a 
mortgage man’s program than ever be 
fore. The emphasis has been on arrang- 
ing a program that will be of maximum 
benefit to our members. If you haven't 
made up your mind to ccme, do so today. 
Remember this year’s Convention is for 
our members only and invited guests. See 
you in Detroit! 

* * * * 


John T. Flynn’s article in Collier's on 
“Gangsters Don’t Build Houses” cer- 
tainly blows the lid off a touchy subject. 
Every mortgage man ought to read it. 
It may not be entirely accurate, and then 
again it may not tell all the’story but in 
view of the investigation of the construc- 
tion industry it’s a good background for 
many developments that may come later. 

* * * & 


FHA’s rate drop was one of the last 
such “drops”—or was it the last? Other 
money rates show a tendency to stiffen. 
One of the Washington commentators 
quotes FHA officials as saying the move 
wasn't “untimely”—that the 4 per- 
cent is high enough to attract invest- 
ment funds and will not be a serious 
brake on housing. 


Roy Wenzlick says people who build 
houses in the next six months will be 
getting them at the most logica' and eco- 
nomical time in their lifetimes. Building 
costs went up 218 percent in the six year 
period after the first World War started. 


20th CENTURY FUND’S MORTGAGE STUDY 


(Continued from page 6) 


practices and their history be studied 
intensively. In an uncertain world there 
can be no hope of finding an ideally cor- 
rect appraisal formula. But a study of 
experience with different types of ap- 
praisal could at least locate some of the 
pitfalls to be avoided. 

Even in advance of such a detailed 
study, enough is known to justify warn- 
ing both debtors and creditors against 
appraisals which are made by casual 
comparisons with the supposed values of 
surrounding property. A reasonable fore- 
cast of the rental value of the property 
must always underlie a sound appraisal. 
Appraisers must thus be able to gauge 
not only house construction and current 
fashions in housing, but also trends of 
neighborhoods and wider geographic 
areas, with due regard to probable move- 
ments of industry and population. 

The Committee believes that for the 
future the two recommendations given 





HIS is one of the few—and 

no doubt the most exhaus- 
tive—surveys made in the mort- 
gage field in the past decade. 
What will probably impress 
MBA members most is the fact 
that the recommendations made 
by this body have been more or 
less generally accepted in our 
Association for many years. For 
example, when the Committee 
urges amortized loans, most 
members will readily agree. The 
same goes for more scientific ap- 
praisals. In other words, what 
the Committee suggests as long- 
term changes in the mortgage 
business are the same things 
most mortgage men agreed on a 
long time ago. 





above would go far toward avoiding, or 
at least lessening, mortgage difficulties. 
Meanwhile, there is a carry-over from 
the recent crisis that must be dealt with. 
In an effort to ease the strain on mort- 
gages, many states passed moratorium 
laws, and a substantial portion of the 
existing 25 billion dollars in farm and 
home mortgages is still covered by these 
laws. 

Most of the state emergency laws, the 
Committee finds, have been renewed 
from time to time. According to infor- 
mation received from the Attorney-Gen- 
erals of sixteen of the twenty-two states 
with moratorium laws, thirteen were still 


in force at the end of 1937 and three 
(in Idaho, New Hampshire, and Okla- 
homa) had been allowed to expire. 


Discussing the dangers involved in any 
sudden removal of these restrictions, the 
Committee points out that many urban 
mortgage debts are still in bad condition, 
despite the improvement in business from 
1933 to 1937; and that continued unem- 
ployment has prevented many debtors 
from paying interest and taxes on sched- 
ule. With most pre-depression mort- 
gages running for only a few years, pay- 
ments on the principal of a large propor- 
tion of existing mortgages are now past 
due—dammed up behind moratoria. In 
formulating a specific recommendation, 
the Committee says: 


Taking these facts into account, to- 
gether with the business decline which 
started in 1937, it is plain that immediate 
removal of the numerous state mortgage 
moratorium laws which are stiil in force 
would work serious hardships. On the 
other hand, a permanent moratorium 
would create an impossible situation. 
Public policy should therefore aim at an 
orderly and gradual elimination of mora- 
torium restrictions. 


As soon as business activity and em- 
ployment rise again to a reasonably satis- 
factory level and a market for new loans 
is developed, steps should be taken to re- 
sume payments on mortgage principal. 
But, after such a long suspension, credi- 
tors cannot safely be granted the right to 
demand the whole principal at once 
where mortgages are past due. If pos- 
sible, the moratorium should be tapered 
off and its termination linked with scien- 
tific amortization. The amount of princi- 
pal which creditors should be allowed to 
claim ought to be at least enough to 
reduce the debt to the bare value of the 
site within the economic lifetime of the 
buildings. In any case, the removal of 
moratoria will require a transition period 
of several years. 


Mortgages are, of course, simply one 
portion of the whole debt structure. 
Here, as with other forms of debt, the 
Committee has recommended changes in 
procedure and policy, while at the same 
time recognizing that mortgages serve a 
legitimate and useful function. Few 
people could buy houses without the aid 
of mortgage debt. In its recommenda- 
tions the Committee is not trying to re- 
strict or abolish mortgages but does think 
they should be more realistically drawn 
up and more wisely used. 


October 1, 1939 
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BEFORE IT WAS TOO LATE, WE DID THIS— 


HORTLY after the first of the year, 

the lending institutions of Los An 

geles discovered that vacancies were 
increasing in certain types of housing 
units, rental schedules were being affect 
ed, and yet the construction and financ 
ing of competitive properties was contin 
uing at a rapid pace. It seemed apparent 
that the advent of thousands of new hous 
ing units into the rental market during 
the past three years had meant that 
finally supply had caught up with the 
demand. Proof of this was indicated by 
a weakening of rental schedules and, in 
some districts, an admitted reduction of 
from ten to fifteen percent. 

Rather than wait until it was too late, 
it seemed advisable that some effort 
should be made to bring to the attention 
of those most affected the facts and de 
termine what could be done to avoid the 
damage that always results when any type 
of business activity is carried to excess. 
It is well known that such dangers, re- 
sulting from over-building, take the form 
of raiding income properties of their ten 
ants, lower rental schedules, increase in 
vacancy, lower property values, stagna- 
tion in the real estate market, and even- 
tually an increase in mortgage loan delin- 
quencies. 

A meeting was called, attended by 
representatives from the Mortgage Bank 
ers Association, banking institutions, the 
Apartment Association of Los Angeles 
County, the Building and Loan League, 


CONVENTION ARTICLE 
(Continued from page 1) 

members who are interested in seeing 
local chapters established in their com- 
munities as well as for those who 
already have them. He has extended 
invitations to many who live in com 
munities where local groups would 
prove helpful to the conduct of mort- 
gage lending activities. 

George H. Patterson, secretary and 
treasurer, pointed out that the annual 
meeting of no other association in which 
our members are interested will directly 
interfere with the Detroit Convention. 
The U. S. Building and Loan League 
meets in Atlantic City, September 27 
29: the National Association of Real 
Estate Boards in Los Angeles, October 
24-27: The American Bankers Associa- 
tion in Seattle, September 25-28; and the 
Financial Section of the American Life 
Convention meets in Chicago October 3. 


October 1, 1939 


By H. F. WHITTLE 


FHA, Federal Home Loan Bank Board, 
appraisal societies, and the Real Estate 
Board. The committee organized under 
the name of the Residential Research 





F every city had some sort of 

cooperative “Clearing House 
of Information” there probably 
would be considerably less un- 
certainty than there is in mort- 
gage lending. Mr. Whittle de- 
scribes an unfavorable situation 
that became apparent in Los An- 
geles early in 1939 and the action 
lenders took to find out the cause 
and cure. From it has come a co- 
operative effort, the Residential 
Research Committee which the 
author heads. Mr. Whittle is 
our Board Member from Los 
ingeles. 





Committee and adopted an objective: 
the gathering and presentation to the 
sponsors of the committee of factual in- 
formation such as vacancy surveys on 
various types of rental units, the trend of 
rents, volume of new residential con- 
struction, and other types of information 
which would prove valuable. 

The committee found that certain sur- 
veys had been made periodically but that 
other surveys on certain types of housing 
units had never been made. It was also 
found that this information had never 


been correlated and presented in proper 
form. A sub-committee was delegated to 
make the needed surveys, assemble all in- 
formation that could be obtained from 
reliable sources and make a formal report 
at a meeting to be attended by the com- 
mittee members and members of the 
groups who had sponsored the work of 
the committee. Funds for the use of the 
sub-committee were provided by the 
sponsors. 

The meeting was exceptionally well 
attended by representatives of practically 
all of the larger lending institutions. The 
report contained very valuable informa- 
tion which, it was pointed out, should be 
helpful to the executives of every lending 
institution in determining the best types 
of security for mortgage loans and par- 
ticularly the extent to which they wished 
to make speculative loans to contractors. 
It was emphasized to those present that 
with this valuable factual information it 
should be possible to perform a worth- 
while service to the community by avoid- 
ing the pitfalls of over-building, shoe- 
string or boom speculation, and the re- 
tarding of business volume by leveling out 
the peaks and valleys in the housing pic- 
ture to the end that the program of new 
construction which is vital to our prosper- 
ity shall continue in accordance with the 
law of supply and demand. By unani- 
mous vote, the committee was made per- 
manent and plans are being made to pre- 
sent surveys and reports quarterly. 





ABRAHAMS’ ARTICLE 
(Continued from page 5) 
may possibly be detrimental to the first 
mortgage at some future date. 

I like the psychology behind the par- 
ticipation in interest. I cannot help feel- 
ing that if a correspondent realizes that 
his remuneration is largely or entirely 
dependent upon the future successful 


Register Early; Your Name 
Will Be on First List 
Register early! If you plan to arrive 
in Detroit Tuesday the registration booth 
will be open as long as members wish to 


register. By registering early you will 
be certain to get your name on the first 
day’s registration list. That is important 
to you because those who you will wish 
to see will know immediately that you 
are registered at the Convention. Register 
early—as early as possible! 


life of a loan, that fact will enter, sub- 
consciously, into his mind at the time of 
origination and at many times during 
the servicing of the loan. Also, through 
this device the correspondent has a 
greater interest in the risk involved be- 
cause he is carrying the identical risk in 
connection with his compensation that 
the investor carries in connection with 
his investment. 

We are vitally interested in the com 
pensation of our correspondents—more 
so than they think, I am sure. We must 
have a desirable volume of mortgage 
loans and this can only be accomplished 
through adequate return to the broker 
for his services. On the other hand, we 
are confronted with a declining interest 
rate. The two must be reconciled and 
will be through the continued co-opera’ 


tion of mortgage loan correspondents | 


and the ultimate investors. 
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